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LIABILITY OF CORPORATIONS ON PAPER ISSUED AND NEGOTIATED 
WITHOUT AUTHORITY BY THEIR EMPLOYEES. 

It is generally held that where an officer of a corporation has a 
general power to make, accept or indorse negotiable paper for it, 
the corporation is bound by his exercise of that power, where the 
paper is in the hands of a holder who took bona fide and with- 
out knowledge of any wrongful exercise of the employee's power 
in the particular instance. 1 Nor is one deprived of the protection 
of a bona fide holder simply because he is negligent or has knowl- 
edge of circumstances which would arouse suspicion in the mind 
of a more prudent man, provided he acts in good faith} It is 
said, however, that the above can have no application in a case 
where the paper, on its face, imports notice that the paper was 
issued for the employee's personal benefit, as where it is made 
payable to himself individually. 3 

1 Credit Co. v. Howe Machine Co., 54 Conn., 357 ; Monument Nat. 
Bank v. Globe Works, 101 Mass., 57. 

2 Goodman v. Harvey, 4 Ad. & El. 870 ; Goodman v. Simonds, 20 How., 
343. 

8 4 Thompson on Corporations, Sec. 4724. 
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The Rhode Island Supreme Court in a recent case held that 
one who takes the check of a corporation in payment of the per- 
sonal debt of its employee is bound to inquire and ascertain if it 
has been issued by the company with knowledge of the purpose to 
which it is to be applied ; and, where he makes no such inquiry, 
and the employee was in fact not authorized to so issue the check, 
the corporation is not liable thereon. 4 

It will be seen that this rule makes the taker assume that the 
corporation issued the paper without knowledge of its purpose 
and that the man who proposes to deal with it has no right to do 
so; and this in the face of any extraneous facts of which the 
taker might have knowledge that would be reasonable ground for 
a contrary assumption. It is submitted that the law does not re- 
quire an intending purchaser of negotiable paper to suspect fraud 
and institute inquiry where everything seems fair and honest. 5 
The rule in the principal case amounts to saying that, under no 
circumstances may one receive the corporation's paper from its 
employee without making inquiry each time as to whether the cor- 
poration has authorized its issue, or knew of the purpose for 
which it was issued. No reliance could be placed on knowledge 
of former dealing, nor would one be allowed to assume from the 
nature of the employee's employment that he was not in a position 
to fraudulently sign or procure the corporation's name to be 
signed to the paper. Neither reason nor policy demands a rule so 
broad nor do the best considered authorities support it. 

A great many decisions, which are cited as supporting the rule, 
do not do so, if the decisions are confined strictly to the facts ad- 
judicated in the case before the court. 

The court in the principal case cites no authority except a for- 
mer Rhode Island case, 6 where the taker of a note was requested 
not to present it for payment until later and he knew at the time 
that the corporation had made an assignment for the benefit of 
creditors. It was upon this knowledge that the court deprived the 
taker of the protection of a bona fide holder. 

In Claflin v. The Farmer's Bank, 1 decided in 1862, the holding 
for a year by the plaintiff of two checks payable to the corpora- 
tion's president and certified "good" by him, was the main circum- 

* Sheer v. Hall & Lyon Co., 88 AtL, 801. 
6 Seybel v. National Currency Bank, 54 N. Y., 288. 
"Randall v. Rhode Island Lumber Co., 20 R. I., 625. 
*25 N. Y., 293. 
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stance which disentitled the plaintiff to the protection of a bona 
fide holder. Davies and Sutherland, JJ., dissented from the ma- 
jority decision. 

In West v. The Shawnee Bank, 9 the paper showed that the de- 
fendant's name had been used as an accommodation indorser, in 
which capacity, as a rule, banks have not power to indorse. 

In Chemical Bank v. Wagner, 9 decided in 1892, the plaintiff had 
discounted six notes of $20,000 each, payable at four months to 
the order of the president. The court cites no authority for its 
decision in favor of the defendant. 

In Wilson v. Metropolitan R. R. Co., 10 Parker, C. J., stated the 
rule essentially as laid down in the principal case, but it was purely 
obiter. He allowed the plaintiff to recover there because, if he 
had made inquiry, he would have found an apparent authority, 
though not an authority in fact. This is a very important limita- 
tion on the rule laid down in the princpal case and shows the 
tendency to allow a purchaser to act on appearances. Yet the 
later New York cases n general follow the rule stated in that case 
by way of dictum and cite it as authority for it. 

On the other hand, there are respectable authorities which have 
held the other way, making actual bona fides the test of the char- 
acter of the holder. 

The Supreme of Massachusetts, in 1906, had a case precisely 
in point before it. 11 There the defendant held some sixty per- 
sonal promisory notes of the corporation's treasurer falling due 
one each month, which he regularly paid with checks signed by 
himself as treasurer, payable to his own order or to the order of 
the payee of his notes. It was held that the money paid on such 
notes could not be recovered because the defendant took them 
bona fide. It was said that the defendant had a right to believe 
from her knowledge of the treasurer's uprightness, as evidenced 
by former relations with him, that the money was being with- 
drawn lawfully or was so appropriated in payment of his own 
salary. The Court said that "even if there might have been some 
circumstances which would have raised doubts in the mind of a 
more prudent person, the defendant's right to retain the proceeds 
of the checks cannot be divested without proof that she knew, or 

» 95 U. S., 557. 

» 93 Ky., 525. 

10 120 N. Y., 145. 

11 Fillebrown v. Howard, 190 Mass., 472, 
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in the face of facts sufficient to put her on inquiry, purposely re- 
frained from knowing of the fraud of Cable." 

In New Jersey, a bank president, Damon, without authority 
issued a note to himself for $10,000, which was discounted by 
another bank, a statement being presented at the time from one 
Hebbard, which showed the bank to be indebted to Damon in a 
larger amount than the amount of the note. The court held that 
the discounting bank was justified under the circumstances in 
relying on the statements of Damon and had a valid charge against 
the bank, though as a matter of fact he was unauthorized to make 
the note and the bank owed him only $55. 12 

Another New Jersey case held that where bonds were issued 
and properly signed by the mayor and left in his custody, but 
without authority to negotiate, one who took bona fide from him 
got a good title. There a recovery was allowed because the holder 
was a holder in due course as defined in the Negotiable Instru- 
ments Law — having no notice at the time it was negotiated to 
him on any infirmity in the instrument or defect in the title of 
the person negotiating it. 13 

These three decisions are under the Negotiable Instruments 
Law and show authority for making the holder's actual bona fides 
the test of his rights. Even in the cases which hold the other way, 
the courts seize upon any extraneous knowledge the taker may 
have had to deprive him of the character of a bona fide holder 
and there seems to be no good reason why the same character of 
knowledge should not be allowed to corroborate that bona fide 
character which law presumes every holder to have. Because the 
rule laid down in the principal case would disallow such, it is sub- 
mitted that it is too broad. 



IN EXECUTORY CONTRACTS FOR THE SALE OF LAND, WHAT IS THE 

GROUND ON WHICH THE VENDOR, WHO HAS PAID THE TAXES, 

CAN RECOVER THEM FROM THE VENDEE IN POSSESSION? 

In the case of Milivillc Aerie No. 1836, Fraternal Order of 
Eagles, v. Weatherby et al., recently decided by the New Jersey 
Court of Chancery, the Vice-Chancellor relied chiefly upon author- 
ity, and his reasoning was not clearly set forth. 1 That he had in 

12 Hebberd v. Southwestern Land & Cattle Co., 55 N. J. Eq., 18. 

13 Borough of Montvale v. People's Bank, 74 N. J. L., 464. 
^88 Atl. Rep., 847. 



